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The Demise of the Big Deal? 


Claudio Aspesi — an analyst based at the sell-side research firm Sanford Bernstein 
— predicts a difficult future for Reed Elsevier, particularly for its scholarly journal 
business. He also predicts the demise of the Big Deal, the business model in which 
scholarly publishers sell access to multiple journals by means of a single electronic 
subscription. 


In a report published last year Aspesi warned that a combination of the global 
financial crisis and the rise of the Open Access (OA) movement would impact 
negatively on the revenues of scholarly publishers. Yet, he said, Reed Elsevier 
appeared to be "in denial on the magnitude of the issue potentially affecting scientific 
publishing". 


A year later Aspesi appears even more gloomy. In his most recent report he has 
downgraded Reed Elsevier to “underperform”, and warns that the widely-used “Big 
Deal” arrangement, is becoming “unsustainable in the current funding environment.” 


While the Big Deal may have worked well as a solution for over a decade, he says, 
we can expect to see research libraries start cancelling their contracts — a 
development that will “lead to revenue and earnings decline”. 


Speaking to me last week Aspesi repeated his belief that Reed Elsevier is in denial. 
“{I]f management has a Plan B, they have certainly kept it under wraps, and 
everything they have said supports my current view that they are in denial’, he told 
me. 


Of course Reed Elsevier is not the only publisher threatened by the current climate, 
and clinging in desperation to the Big Deal. When | spoke to the CEO of Springer 
Derk Haank last year, for instance, he told me that it was “in the interests of everyone 
— publishers and librarians — to keep the Big Deal going.” 


Unlike Elsevier, however, Springer embraced OA seven years ago. 


Cleary these are difficult times. And the nub of the matter is money: With the number 
of research papers produced annually constantly rising publishers expect to increase 
their prices each year to reflect that rise. And the Big Deal, they believe, is the best 
way of ensuring they can do this, while providing research institutions with access to 
the greatest number of journals. 


Librarians, however, are adamant that prices must fall. To that end library 
organisations like Research Libraries UK (RLUK) — which represents the libraries of 
Russell Group universities — have begun organising public campaigns designed to 
pressure big publishers to end up-front payments, to allow them to pay in sterling, 
and to reduce their subscription fees by 15%. 


The RLUK campaign is being led by Deborah Shorley, the director of Imperial 
College London Library. “[T]he fact is”, she said recently, “we don’t have money in 
the sector and we can’t afford to go on spending as we have.” 


Meanwhile OA is both a threat and an opportunity for scholarly publishers, and Reed 
Elsevier should have embraced it by now, says Aspesi. 


OA advocates want to see all papers arising from publicly-funded research made 
freely available on the Web. Green OA, or self-archiving, would see researchers 
doing this themselves, and so pose a significant threat to publishers’ revenues. 


For that reason, suggests Aspesi, Elsevier should have pre-emptively experimented 
with Gold OA — or OA publishing — as Springer did. By levying a fee for publishing 
papers, rather than a subscription to read them, publishers can hope to reduce costs, 
and perhaps maintain their current profit levels as a result. 


But there are no certainties in scholarly publishing today. And while many in the 
research community also believe that OA publishing offers the best long-term 
solution, it is far from evident that it will resolve the affordability problem. It could also 
lead to a decline in the quality of published research. 
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Either way, prices look set to fall over time. This would inevitably mean a decline in 
the revenues of scholarly publishers. 


In short, both scholarly publishers and the research community are caught between a 
rock and a hard place. For researchers, suggests Aspesi, it may mean having to 
accept that they will be able to publish fewer papers in the future. 


Aspesi explains why in the email interview below, conducted at the end of last week. 





Claudio Aspesi 


RP: Bloomberg reported in February that Elsevier’s most recent profits are up 
more than 60%, to $1.03bn. In a report published last week, however, you 
downgraded Elsevier to “underperform”. Why? 


CA: There are several reasons, but it ultimately boils down to two. The stock market 

is a powerful discounting mechanism for future events: a company can be performing 
very well but have a share price that overvalues the future (or perform very badly but 
have a share price that undervalues the future). 


In the case of Reed Elsevier, | believe that market expectations about the future of 
Elsevier are too optimistic. In addition, | have concerns about the future performance 
of other parts of the portfolio (like their US legal business) that also lead me to think 
the stock is overvalued. 


RP: In your report you say that the days of The Big Deal are coming to an end. 
The death of the Big Deal has been long predicted. Why do you think we have 
finally reached the “crunch point” as you call it? 


CA: | think there are three trends overlapping: a long term unsustainable trend, a 
cyclical funding crisis and a more tough minded and analytical community of 
librarians. 


Revenues for STM publishers have been rising faster than library budgets for many 
years, and librarians have had to cope with this discrepancy by cutting back their 
spending in other areas. 


We can all speculate whether this could have continued indefinitely or not, but it does 
not really matter: the financial crisis has led to widespread cuts in library budgets, 
forcing research libraries to take a harder look at what they spend on serials. 


Overlay to the funding crisis the realisation that Big Deals forced librarians to take 
journals that nobody (or almost nobody) really accessed and you set up a perfect 
storm. 


RP: The consensus is that Elsevier will see 4% growth in 2013. You predict 
only 2%, possibly lower. Is that correct? 


CA: Yes. Please bear in mind that Elsevier also sells books and databases and 
electronic retrieval services, and | expect these businesses to prove more resilient 
over time. It is the Big Deal itself that looks increasingly under pressure. 


The funding issue 


RP: When I spoke to Springer CEO Derk Haank at the end of last year he 
described The Big Deal as the “best thing since sliced bread”. He added: “The 
truth is that it is in the interests of everyone — publishers and librarians — to 
keep the Big Deal going.” What is he not seeing that you see? 


CA: The funding issue. Of course — from a publisher’s perspective — to be able to 
gain some revenues, any revenues, from journals which were not really read is 
terrific. We have seen the usage data of some universities and found that as many 
as two thirds of the titles in some Big Deals were accessed once a month or less. 


| suspect that many librarians, if they run the numbers, will find that one third or less 
of the titles they acquire through Big Deals really matter to their user community. 














Alternatives , explained why 
he believes the var... 


PLOS CEO 
Alison Mudditt 
discusses new 
OA agreement 
y “1 with the 
University of 





California 


The Public Library of Science 
( PLOS ) and the University of 
California ( UC ) have today 
announced a two-year 
agreement designed to 
make... 


The Open 


§ Access 
Interviews: 
Publisher MDPI 
Headquartered 


in Basel, 
Switzerland, the 
Multidisciplinary Digital 
Publishing Institute, or more 
usually MDPI , is an open 
access publisher... 


, The OA 
Interviews: 
Taylor & 

‘ Francis' 
Deborah Kahn 


discusses Dove 
Medical Press 
Please note the postscript to 
this interview here The open- 
access publisher Dove 
Medical Press has a 
controversial past and | have 
writ... 


The Open 
Access 
Interviews: 
OMICS 
Publishing 
Group’s Srinu 
Babu Gedela 

*“Update: On August 26th 
2016, the US government 
(Federal Trade Commission) 
announced that it has charged 
OMICS with making false 
claims, ... 


“| Copyright: the 
@ immoveable 
~ barrier that 
RIGHTS RES open access 
advocates 
underestimated 
In calling for research papers 
to be made freely available 
open access advocates 
promised that doing so would 
lead to a simpler, less cos... 


Robin Osborne 
*, on the state of 
} Open Access: 
Where are we, 
what still needs 
to be done? 


One of a series exploring the 
current state of Open Access 
(OA ), the Q&A below is with 
Robin Osborne , Professor of 
Ancient History a... 


Community 
Action 
Publishing: 
Broadening the 
Pool 

We are today 
seeing growing dissatisfaction 
with the pay-to-publish model 
for open access. As this 
requires authors (or their 
funders or ins... 


But it was nice for librarians to be able to offer “everything” to their users. They did Open Access: 


not consider that the Big Deals were depriving libraries of the funding needed for a What should 
other activities. = 1 the priorities be 
today? 


Professor Darnton of Harvard University published in December 2010 an article in This year marks 
the New York Review of Books (The Library: Three Jeremiads) which captures the 15th 


perfectly the impact of publishers revenue growth on academic libraries and on the anniversary of the Budapest 
academic. press Open Access Initiative 
pies? (BOAI), the meeting that led 


to the | h of th 
RP: Haank pointed out to me that the number of research papers is growing at See SABE OLS- OPEN 


acce... 
6% to 7% per year. “Librarians need to accept that if they want access to a 
continually growing database, then costs will need to go up a little bit,” he 
said. “We try to accommodate our customers, but at a certain point, we will hit Blog Archive 
a wall.” 
2020 (4) 


This seems to be the nub of the problem: Publishers are processing more and 
more papers each year, and so they expect to raise their prices. But the 2019 (7) 
research community insists that it cannot afford to pay any more. 


2018 (20 
Nevertheless, Haank assumes that eventually more money will be found. As he (20) 
put it, “[O]ver time, | expect people will realise that scientists have to have 2017 (18) 
sufficient funding to keep abreast of new developments.” 2016 (14) 
You, however, believe that publishers will simply have to accept that their 2015 (18) 
revenues are going to fall, because there really is no more money? 2014 (13) 
CA: | have no doubt that — over time — adjustments would be made. But it remains 2013 (32) 
to be seen if they need all the 2,200/2,400 journals that the each of the largest 2012 (43) 
publishers maintain today. 

2011 (22) 
You know, my job is not to pass judgement on how people run their business or to December (1) 
decry capitalism, only to advise investors whether they should buy or sell stocks. October (2) 
| can observe, however, that there is something unhealthy about an industry which September (2) 
has managed to alienate its customers to the point their membership associations re 12 
increasingly focus time and attention on how to overturn the industry structure. It is ugUsti=) 
not a good thing to have your customers spend their time trying to put you out of July (1) 
business. June (5) 
No Plan B? May (2) 

March (4) 

RP: In a report you published last June you said that Elsevier was in denial Of Citizenship 


about the situation. In this report you argue that even though the company was 
aware of the current problem as early as 2005, it ignored it. Is that correct? 
Why do you think they have no Plan B — as you put it? 
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everything they have said supports my current view that they are in denial. My report 2007 (9) 
opens by quoting David Prosser, the Executive Director of Research Libraries UK, 


who told the Wall Street Journal back in November 2010 “We do not wish to cancel paid al 
big deals, but we shall have no alternative unless the largest publishers substantially 2005 (31) 
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Somehow, this issue has to be addressed; Elsevier may be in a better position than 
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RP: | wonder if Elsevier might be stuck on the horns of a dilemma: They have 
to keep delivering profits for their shareholders, and this may be restricting 
their ability to do the right thing for their long-term future. 


CA: Again, | think it would be interesting to know what the top management of 
Elsevier thinks is the right thing for their long term future. More of the same? Hope 
that funding returns to libraries by the end of 2011 so that the storm blows over? Go 
back to the 1-3% libraries funding growth that was already putting publisher revenue 
increases on a collision course with library budgets? 


In Haank’s own words “We will hit a wall’. Does Elsevier think that walls stand only 
on the path of other publishers? 


Open Access 


RP: In September last year Elsevier launched its first Gold OA journal, The 
International Journal of Surgery Case Reports. Was that a good move on their 
part? Should they be doing more of that? 


CA: Excellent companies experiment and try new concepts all the time. 


RP: Does Open Access publishing offer a solution to the current difficulties 
confronting scholarly publishers? Some argue, for instance, that OA could 
provide them with the same revenues as they currently get from the Big Deal. 
Moreover, since some/much of the costs would be met by research funders, 
rather than libraries, new money would flow into the system? 


CA: | have asked myself that question several times. Publishers talk about tapping 
the larger revenue streams that come from the funding of science, and Open Access 
would seem a logical way to do that. 


| think what holds them back is the fear that the transition will be long and messy, 
with many researchers unable to secure the funding to pay for publication fees. 
Moreover, some journals with very high impact factors probably reject so many 
submissions that the publication fees would have to be absurdly high. 


RP: In your earlier report you said that the real threat comes from self- 
archiving. Has that threat grown or eased in the last year would you say? 


CA: It is remarkable how slowly the world of academic publishing changes from year 
to year. Just to show examples from a business we are all familiar with, at least to 
some extent, 12 months ago the iPad did not exist, Nokia was a well-liked mobile 
handset manufacturer, and so on; a year later, everyone talks about tablets and apps 
and Android. 


Somehow, the academic community moves at a glacial pace. It is no wonder that 
investors decided that Open Access will never happen: they are used to seeing most 
activities and businesses change constantly. 


RP: Can! push you on whether you see self-archiving as a greater or lesser 
threat than a year ago. Essentially we are talking about the growth of self- 
archiving mandates. 


CA: Even on mandates we have seen little progress. There have been several new 
mandates from both public and private institutions, but there is such a patchwork of 
mandates (and little transparency on the compliance) that | doubt there is a single 
research library that has changed its buying patterns to reflect the new or the 
cumulated mandates. 


An aggressive US Federal Government mandate could change that, both because it 
would affect a significant amount of research and because the rest of the world 
would likely feel pressured to follow suit. Even so, if the embargo of copyrighted 
material was long enough, the impact would be negligible. 


RP: What are the implications of the current situation for the research 
community? 


CA: If the Big Deal goes away altogether, fewer journals will be sustainable, which 
means that less research will be published. This headline sounds threatening for the 
research community, until you ask yourself how much of the research which is being 
published today is actually read. My guess is that if fewer subscription journals are 
published, something else will take their place, probably a combination of Open 
Access journals and self-archiving repositories. 


If, on the other hand, only a meaningful portion of the Big Deals are discontinued, the 
publishers will be faced with the dilemma of whether to cull marginal journals or not, 
since they support their pricing for the portion of the market which would still buy Big 
Deals. My guess is that truly marginal titles would be discontinued, but it would be 
difficult to cut most. 


RP: As you say, most articles are not read, and so librarians are currently 
paying for products that their patrons don’t use. One could perhaps argue that 
in an OA environment this would not matter since the customer becomes the 
author, not the reader, and authors have to publish to get promotion and 
tenure. As such, reading is not as important as publishing, and given the 
publish-or-perish pressures they are under one might assume that researchers 
would inevitably find the money to publish, even if it meant taking it from their 
own pockets. If correct, this suggests that publishers could preserve their 
revenues by embracing Gold OA? 
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CA: | am always puzzled by the hostility of the leading publishers towards Open 
Access. As you point out, there is no reason why revenues, over time, could not be 
roughly equal for the two models. | suspect the hostility derives from the need to 
operate in a period of transition that is difficult to manage. The fog of change can be 
daunting. 


RP: Some in the research community warn of the danger of a catastrophic 
collapse of the scholarly communication system. Might they have a point? 


CA: Yes and no. It is clear that if 15 to 30% of the academic publishing industry 
revenues were to evaporate over a three to five year period, the industry would have 
to slim down substantially. 


Lower revenues would lead to fewer articles being published, and probably lower 
profits. Lower profits and dimmer prospects for profit growth may in turn lead to less 
investment in innovation as investors would demand that less capital is allocated to 
an industry with less future profit growth. Does this mean that there would be no 
innovation? Not necessarily. 


Again, | suspect that other models could emerge to fill the space: Open Access 
journals, repositories, and perhaps some we cannot even imagine today. 


A bubble 


RP: So how would you characterise the current situation with regard to 
scholarly journal publishing? 


CA: | will use an analogy that may be imperfect, but which contains some lessons. 
For a very long time, the music industry sold to consumers more music than 
consumers really wanted. It did so by forcing consumers to buy albums even when 
they may have just wanted one or two songs; in fact, it killed the single because it 
was not profitable enough, in spite of the fact it had always been very popular with 
consumers because it was cheap and it contained the music they wanted. 


Then consumers figured out they could rip music from CDs, put it on a hard drive, 
and burn it on a blank CD. If their friends did not have the tracks they wanted, they 
could even go to peer to peer sites and get all the music they wanted, and — even 
better — it was free. 


Physical piracy and peer to peer distribution of music did lead to the catastrophic 
collapse of the music industry in many countries because the revenue base shrank to 
the point that it became impossible to sign up artists and produce albums. But the 
music industry is still in existence, albeit on a much smaller scale, and an endless 
stream of innovators is trying to find ways to revive it with all kinds of new consumer 
propositions. 


Perhaps there is too much research being published today, and the value of the long 
tail of research is probably modest. This industry benefitted — just like many others 
— from a bubble, and that bubble has now burst. But the basic demand for 
dissemination and retrieval of important scientific and medical research is still there, 
and | am confident it will continue to be fulfilled. 


RP: Do you still think that Reed Elsevier should go for a “progressive 
divestiture”, as you suggested last year? 


CA: It all depends on the value of the sum of its parts at any given time. Last time we 
calculated it, back in January, we decided there was a 15/20% upside to the share 
price — meaningful but not staggering. | can think of companies in my coverage 
where the upside would be as much as 50 to 60%. In any case, Reed Elsevier 
management seems to show no inclination to pursue this path. 


RP: Thank you for your time. 


Claudio Aspesi’s latest report can be accessed here. 


Posted by Richard Poynder at 12:42 Ds] o 


11 comments: 


Anonymous said... 


| object to Aspesi's statement that librarians "did not consider that the Big 
Deals were depriving libraries of the funding needed for other activities." 
We have always been painfully aware of that fact. We simply had no 
choice, though, since the "bundle" of journals was the only way to 
subscribe to the major journals the publisher carried. Bundling has 
always been a problematic issue for librarians. 


March 14, 2011 4:51 pm i 


David Gerard said... 


"Physical piracy and peer to peer distribution of music did lead to the 
catastrophic collapse of the music industry in many countries because 
the revenue base shrank to the point that it became impossible to sign 
up artists and produce albums." 


Citation needed. | have followed this particular issue closely for many 
years and am aware of zero documented cases of this occurring. 


March 14, 2011 5:07 pm ii 


michael lines said... 


Libraries have always had a choice, but have never been organized 
enough to demand better from publishers. The fact that we've been 
aware of the downsides is of little importance. 


In any case, the suggestion that most universities need access to the 
whole gamut of materials in every discipline is nonsense. Students 
certainly do not, and faculty needs should be met in a more targeted 
manner. 
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Jan Velterop said... 


There clearly is a problem. And getting published is far more important to 
scientists than reading ("publish or perish", not "read or rot"). That is the 
reasoning behind an author(side) payment for publishing with Open 
Access (the so-called 'gold' model). After all, the authors have the 
strongest incentives. Fees for 'gold' OA are likely to go down 
substantially, especially when publishers start culling their marginal 
subscription titles. And the publisher's role will change as well, giving 
way to models such as open peer-endorsement, whereby the publisher 
is relieved of having to organise peer review. That will reduce costs 
dramatically (and the justification for high fees). And that will 
subsequently reduce the difficulty of authors not finding the money for 
‘gold’ OA. It is my expectation also that the often mentioned ‘prestige’ of 
publishing in a well-regarded journal will wane, and publishing will be 
seen as ‘keeping the minutes' of science, or as commentary on the data 
generated. The latter will grow in importance as the vehicle of knowledge 
dissemination, particularly as semantic technology are making great 
strides. 
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Richard Poynder said... 


Claudio Aspesi has asked me to post the following comment: 


"Of course many librarians have been frustrated with the pricing of the 
Big Deal contracts for many years. Very few, however, were willing - until 
recently - to translate their frustration into concrete actions. It should be 
no surprise that most people in the investment community concluded 
that nothing would ever change and Big Deals would prevail and 
revenues would continue to rise by 5-6% a year indefinitely. Most 
analysts, for that matter, still believe it today." 
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Anonymous said... 


It is very important to distinguish between commerical and society 
publishers. Society publishers provide a very cost effective alternative to 
commercial journals, and until fairly recently maintained a balance 
between subscription prices and author charges. This balance was 
destroyed by commercial publishers who didn't ask for author charges. 
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Richard Poynder said... 


Claudio Aspesi has asked me to post the following comment: 


"In response to the reader who questioned the impact of piracy (not just 
peer to peer, of course), | asked a music executive if he could drop some 
lines on the topic. Here are excerpts from his message: 


"Yes | remember that. In the 90s, Polygram had fully owned companies in 
Venezuela, Costa Rica, India, Pakistan and even Nigeria and all these 
companies got closed. | don't remember if EMI had companies in these 
countries (probably) but this is what happened. Warner did the same as 
well. They also closed the small Euros: Portugal, Greece. 


And EMI, after Levy, closed all SE Asia and licensed its repertoire to 


Warner’. 


March 15, 2011 3:57 pm i 


David Gerard said... 


In the 90s, PolyGram was bought outright by Universal. So of course 
those offices closed. 


This still appears to be Mr Aspesi using garbled hearsay from another 
industry to support a claim. 
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Anonymous said... 


scholarly publishing was never meant to enrich share holders, but to 
distribute information effectively across academia. Librarians cannot 
cancel big deals, as long as the faculty who serve on Elsevier editorial 
boards don't care whether Elsevier, Springer, et al. make 30% or more 
return on investment by gouging libraries (i.e., gouging universities or 
gouging tax payers, in the case of public universities). Clearly librarians 
have to "educate" faculty, but that would entail faculty being receptive 
and caring about these issues. Until now, faculty have had little incentive 
to stop serving on Elsevier editorial boards or to publish with a 
responsible publisher rather than with a publisher who is acting only with 
the immediate short term objective of maximizing next quarter's revenue 
in mind. I'm in agreement, however, with the conclusion: eventually, the 
business model of continuously increasing revenue will become 
unsustainable...and given the current and more so the upcoming budget 
reductions throughout academia, public or private, we're there. 


March 15, 2011 8:52 pm i 


Richard Poynder said... 


Claudio Aspesi has asked me to post the comment below. Can | suggest 
that if anyone has anything further to say on the topic of piracy and the 
music industry that they email their comments to me at 
richard.poynder@gmail.com, and | will pass them on to Claudio. 


Dear Richard, 


| am sorry that my comment on the music industry is drawing attention, 
when the point | am trying to make is about STM publishing. 
Nonetheless, since | am now dragged into this, | would just like to point 
out: 


1. | indicated upfront that the analogy may be imperfect. If nothing else, 
no one has founded the equivalent of Napster or Kazaa in the STM 
industry. 


2. | was asked for facts, and | let a senior music executive with marketing 
responsibilities recall the facts. Other music industry executives | 
contacted supported the same conclusion. If there are counter-factual 
claims (for example that EMI did not close S.E. Asia or Warner did not 
close Greece and Portugal), | would welcome them. Incidentally, while 
Universal does still have operations in India and Venezuela, it does not 
have any in Costa Rica, Pakistan and Nigeria; industry consolidation is 
not the only cause of the demise of some of these units. | would also be 
happy to put your reader in contact with the music industry executive 
who provided the comments, so he can add to his knowledge base and 
then decide whether this is “garbled hearsay” or not. 


3. | understand that - for some people - the impact of peer to peer and of 
piracy on the music industry has highly charged implications. To avoid 
getting lost in a debate that would be best hosted elsewhere, can we 
agree that some major music companies withdrew from some 
unprofitable markets as they shrank in size? If we can agree that a 
decline in revenues and profits can lead to under investing in an industry, 
and that an industry in these circumstances may have to shrink, (but that 
ultimately new business models may emerge to change how customer 
needs are fulfilled), we will have achieved something. 


March 16, 2011 8:09 am i 


Anonymous said... 


| think you need to give more credit to Reed Elsevier. From watching 
their action and interaction with libraries it is obvious to me that their 


corporate strategy (and more than plan "B") is to bypass the libraries and 
interact directly with Research departments and academics at 
Universities. | think Elsevier is actually looking into the future and may 
even anticipate the demise of the scholarly journal as we know it today. 
Now that STM journals are electronic only, what is the need for cover 
page, etc.? It is all about articles, dois, etc. 
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